Chapter 208-460 WAC
Member Business L oans

MEMBER BUSINESS LOANS Last Update: 5/1/01

WAC

208-460-010 - What is a member business |oan?

208-460-020 - What member business loans are prohibited?

208-460-030 - What are the requirements for MBL development and construction lending?
208-460-040 - How do you implement a member business loan program?

208-460-050 - What must your member business loan policy address?

208-460-060 - What are the collateral and security requirements?

208-460-070 - How much may a member or associated members borrow?

208-460-080 - How do you calculate the aggregate fifteen percent limit?

208-460-090 - What waivers are available?

208-460-100 - How do you obtain awaiver?

208-460-110 - How do | classify member business loans so as to reserve for potential 1osses?
208-460-120 - How much must | reserve for potential losses?

208-460-130 - What is the aggregate member business loan limit?

208-460-140 - Arethere any exceptions to the aggregate MBL limit?

208-460-150 - How do | obtain an exception?

208-460-160 - What are the recordkeeping requirements?

208-460-170 - Definitions.

WAC 208-460-010 What is a nmenber business |oan? (1) Definition of
MBL. "Menber business |oan" or "MBL" includes any |loan, line of credit,
letter of credit, or any unfunded commtnent to nake a | oan, where the
borrower intends to use the proceeds for any of the follow ng purposes:

(a) Commerci al

(b) Corporate;

(c) Investnent property;

(d) Business venture; or

(e) Agricultural.

(2) Exenptions. The follow ng are not nenber business | oans:

(a) A business purpose loan fully secured by a lien on a one to four
famly dwelling that is the nenber's prinary residence;

(b) A business purpose |loan fully secured by shares or deposits in the
credit union nmaking the extension of credit or in other credit unions, or by
deposits in other financial institutions;

(c) One or nore business purpose |oans to a nenber or any associ ated
menber which in the aggregate do not exceed the anpunt of 49,999 doll ars.
The entire amount of such a | oan that exceeds this figure, or that causes the
aggregate to exceed this figure, is a MBL

(d) A business purpose |oan where a federal or state agency (or any
political subdivision of a state) fully insures repayment, or fully
guar ant ees repaynent, or provides an advance conmitnent to purchase in full
or

(e) Aloan granted by a corporate credit union to another credit union

(3) Oher definitions. Certain other terns used in this chapter are
defined in WAC 208-460- 170.

[Statutory Authority: RCW31.12.426(1), 31.12.516(2), 43.320.040. 01-10-
084, § 208-460-010, filed 5/1/01, effective 6/1/01.]
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WAC 208-460-020 What menber business | oans are prohibited? (1) Wwo is
ineligible to receive a nmenber business |oan? You may not grant a nenber
busi ness loan to the foll ow ng:

(a) Your chief executive officer (typically this individual holds the
title of president or treasurer/mnager);

(b) Any assistant chief executive officers (e.g., assistant president,
vi ce-president, or assistant treasurer/mnager);

(c¢) Your chief financial officer (conptroller); or

(d) Any associated nenber or imediate fam |y menber of anyone |isted
in (a) through (c) of this subsection

(2) Equity agreenments/joint ventures. You may not grant a memnber
busi ness loan if any additional incone received by the credit union or senior
managenent enployees is tied to the profit or sale of the business or
comrer ci al endeavor for which the |oan is made.

(3) Loans to directors. A credit union may not grant a menber business
loan to a director unless the board of directors approves granting the | oan
and the director is recused fromthe decision-naking process.

[Statutory Authority: RCW31.12.426(1), 31.12.516(2), 43.320.040. 01-10-
084, § 208-460-020, filed 5/1/01, effective 6/1/01.]

WAC 208-460-030 What are the requirenents for MBL devel opnent and
construction lending? Unless the director grants a waiver, a credit union
t hat makes MBL devel opnent or construction loans is subject to the follow ng
requirenents:

(1) The aggregate of all such |loans may not exceed fifteen percent of
net worth. To determ ne the aggregate, you nmay exclude any portion of a |oan
that is:

(a) Secured by shares or deposits in the credit union making the
extension of credit or in other credit unions, and by deposits in other
financial institutions; or

(b) I'nsured or guaranteed, or subject to an advance comitnent to
purchase, by any federal or state agency (or any political subdivision of a
state);

(2) The borrower on such | oans nust have a m ni num of:

(a) Thirty percent equity interest in the project being financed if the
loan is for |and devel opnent; and

(b) Twenty-five percent equity interest in the project being financed
if the loan is for construction or for a conbination of devel opnent and
construction;

(3) The funds for such |oans may be rel eased only after on-site
i nspections, docurmented in witing, by qualified personnel and according to a
preapproved draw schedul e and any other conditions as set forth in the | oan
docunent ati on; and

(4) The credit union may not make such loans unless it utilizes the
services of an individual with at least five years direct experience in
devel opnent and construction | ending.

[Statutory Authority: RCW31.12.426(1), 31.12.516(2), 43.320.040. 01-10-
084, § 208-460-030, filed 5/1/01, effective 6/1/01.]

WAC 208-460-040 How do you inplenent a nenber business | oan progran®
The board of directors nust adopt specific nenber business | oan policies and
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review themat |east annually. The credit union nust utilize the services of
an individual with at |least two years direct experience with the type of
lending the credit union will be engaging in, except as required by WAC 208-
460- 030( 4) .

Credit unions do not have to hire staff to neet the requirenents of
this section; however, credit unions nust ensure that the expertise is
avai l able. A credit union can neet the experience requirenment through
various approaches. For exanple, a credit union can use the services of a
credit union service organi zation, an enployee of another credit union, an
i ndependent contractor, or other third parties. However, the actual decision
to grant a loan nust reside with the credit union

[Statutory Authority: ROW31.12.426(1), 31.12.516(2), 43.320.040. 01-10-
084, § 208-460-040, filed 5/1/01, effective 6/1/01.]

WAC 208-460-050 What nust your nenber business | oan policy address?
At a mnimum your nenber business | oan policy nust address the follow ng:

(1) The types of MBL you will make;

(2) Your trade area;

(3) The maxi mum amount of your assets, in relation to net worth, that
you will invest in MBL;

(4) The maxi mum armount of your assets, in relation to net worth, that

you will invest in a given type of ML
(5) The maxi mum amount of your assets, in relation to net worth, that
you will loan to a nenber or associated nenbers, subject to WAC 208-460-070;

(6) The qualifications and experience of personnel (mnimmof two
years) involved in maki ng and adnini stering the | oans;

(7) A requirenent for analysis and docunentation of the ability of the
borrower to repay the |oan

(8) Receipt and periodic updating of financial statenents and other
docunent ati on, including tax returns;

(9) Docunentation sufficient to support each request to extend credit,
or increase an existing loan or line of credit, except where the board of
directors finds that the required docunentation is not generally avail abl e
for a particular type of |oan and states the reasons for those findings in
the credit union's witten policy. At a mninum the docunentation nust
i ncl ude the foll ow ng:

(a) Bal ance sheet;

(b) Cash flow anal ysis;

(c) I'ncome statenent;

(d) Tax data;

(e) Analysis of |everaging; and

(f) Comparison with industry average or sinilar analysis;

(10) Coll ateral requirenents, including:

(a) Loan-to-val ue rati os;

(b) Determnation of val ue;

(c) Determination of ownership

(d) Steps to secure various types of collateral; and

(e) How often the credit union will reevaluate the val ue and
mar ketability of collateral

(11) The interest rates and nmaturities of the |oans;

(12) General MBL procedures which include:

(a) Loan monitoring;

(b) Servicing and foll owup; and

(c) Collection;

(13) ldentification of those individuals prohibited fromreceiving
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nmenber business | oans; and

(14) Guidelines for purchase and sal e of nenber business |oans and | oan
participations, if the credit union engages in that activity.

The division recognizes that all of the provisions of the policy my
not apply to every MBL

[Statutory Authority: RCW31.12.426(1), 31.12.516(2), 43.320.040. 01-10-
084, § 208-460-050, filed 5/1/01, effective 6/1/01.]

WAC 208-460-060 What are the collateral and security requirenments?
Unl ess the director grants a waiver:

(1) Al'l nmenber business | oans rmust be secured by collateral in
accordance with this section, except the foll ow ng:

(a) Acredit card line of credit granted to nonnatural persons that is
limted to routine purposes nornally nmade avail abl e under such |ines of
credit; and

(b) A loan made by a credit union where the |oan and the credit union
nmeet each of the following criteria:

(i) The amount of the |oan does not exceed one hundred thousand
dol I ars;

(ii) The aggregate of unsecured MBL under (b) of this subsection does
not exceed ten percent of the credit union's net worth;

(iii) The credit union has a net worth of at |east seven percent; and

(iv) The credit union submits reports to the division of credit unions
with its NCUA 5300 reports, providing figures and other detail as may be
requested by the director to denobnstrate conpliance with (b) of this
subsecti on;

(2) In the case of a nmenber business | oan secured by collateral on
which the credit union will have a first lien, you may grant the loan with a
LTV ratio in excess of eighty percent only where the value in excess of
ei ghty percent is:

(a) Covered through acquisition of private nortgage or equival ent type
i nsurance provided by an insurer acceptable to the credit union; or

(b) I'nsured or guaranteed, or subject to advance comitnent to
purchase, by any federal or state agency (or any political subdivision of a
state).

In no case may the LTV rati o exceed ninety-five percent;

(3) In the case of a nmenber business | oan secured by collateral on
which the credit union will have a second or |esser priority lien, you nay
not grant the loan with a LTV ratio in excess of eighty percent; and

(4) In the case of nenber business |oans secured by the sane
col | at er al

(a) On which the credit union will have a first lien as well as other
| esser priority liens, you may grant the loans with a LTV ratio in excess of
ei ghty percent only if subsection (2)(a) or (b) of this section is satisfied.
In no case nay the LTV rati o exceed ninety-five percent; and

(b) On which the credit union will have lesser priority liens but no
first lien, you may not grant the loans with a LTV ratio in excess of eighty
per cent .

[Statutory Authority: RCW31.12.426(1), 31.12.516(2), 43.320.040. 01-10-
084, § 208-460-060, filed 5/1/01, effective 6/1/01.]

WAC 208-460-070 How nuch may a nenber or associ ated nmenbers borrow?
Unl ess the director grants a waiver for a higher anpunt, the aggregate anopunt
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of menber business |loans to a nember or associ ated nenbers nay not exceed the
greater of:

(1) Fifteen percent of the credit union's net worth; or

(2) One hundred thousand doll ars.

[Statutory Authority: RCW31.12.426(1), 31.12.516(2), 43.320.040. 01-10-
084, § 208-460-070, filed 5/1/01, effective 6/1/01.]

WAC 208-460-080 How do you cal cul ate the aggregate fifteen percent
[imt? (1) Step 1. Calculate the numerator by addi ng together the anmount of
t he menber business | oans to the nmenber and associ ated nmenbers (if any).
Fromthis amount, subtract any portion:

(a) Secured by shares or deposits in the credit union making the
extension of credit or in other credit unions, or by deposits in other
financial institutions; or

(b) I'nsured or guaranteed, or subject to an advance comitnent to
purchase, by any federal or state agency (or any political subdivision of a
state).

(2) Step 2. Divide the nunerator by net worth.

[Statutory Authority: RCW31.12.426(1), 31.12.516(2), 43.320.040. 01-10-
084, § 208-460-080, filed 5/1/01, effective 6/1/01.]

WAC 208-460-090 What waivers are avail able? You may seek a waiver for
a type of menber business loan in the foll ow ng areas:

(1) Devel opment and construction | oan requirenments under WAC 208- 460-
030;

(2) Loan-to-value ratios under WAC 208-460- 060;

(3) Maxi mum | oan anbunt to a nmenber or associ ated nmenbers under WAC
208-460-070; and

(4) Appraisal requirenents under Section 722.3 of NCUA rul es.

[Statutory Authority: RCW31.12.426(1), 31.12.516(2), 43.320.040. 01-10-
084, § 208-460-090, filed 5/1/01, effective 6/1/01.]

WAC 208-460-100 How do you obtain a waiver? (1) To obtain a waiver
under WAC 208-460-090, a credit union nmust submit its request to the
director. The waiver request nust contain the follow ng:

(a) A copy of your nenber business |oan policy;

(b) The higher limt sought (if applicable);

(c) An explanation of the need to raise the Iimt (if applicable);

(d) Docunentation supporting your ability to manage this activity; and

(e) An analysis of the credit union's prior experience maki ng nenber
busi ness | oans, including, as a m ni mum

(i) The history of |oan | osses and | oan del i nquency;

(ii) Volume and cyclical or seasonal patterns;

(iii) Diversification

(iv) Concentrations of credit to a nmenber and associ ated nenbers in
excess of fifteen percent of net worth;

(v) Underwiting standards and practices;

(vi) Types of |oans grouped by purpose and collateral; and

(vii) The qualifications of personnel responsible for underwiting and
adm ni stering nmenber busi ness | oans.

(2) The director will:
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(a) Review the information you provided in your request;

(b) Evaluate the level of risk to your credit union

(c) Consider your credit union's historical CAMEL conposite and
conponent ratings;

(d) Notify you whenever your waiver request is deened conplete; and

(e) Notify you of the action taken within forty-five cal endar days of
recei ving a conpl ete request.

(3) In connection with a waiver request under WAC 208-460-090 (1)

t hrough (3):

(a) The director will provide a copy of the waiver request to Region Vi
of the NCUA and will consult and seek to work cooperatively with Region VI in
maki ng his or her decision on the request;

(b) The waiver is not effective until the director approves it;

(c) If you do not receive notification within forty-five cal endar days
after the date the conplete request was received by the director, the waiver
request is deened approved by the director; and

(d) The director will pronptly notify Region VI of the NCUA of his or
her deci sion on the request.

(4) In connection with a waiver request under WAC 208-460-090(4):

(a) If the director approves the request, the director will promptly
forward the request to Region VI of the NCUA for decision under NCUA rul es at
12 CF.R 723.12;

(b) The waiver is not effective until the regional director of the NCUA
approves it in accordance with NCUA rules at 12 CF. R 723.12; and

(c) The credit union may appeal the regional director's decision in
accordance with NCUA rules at 12 C.F. R 723.13.

[Statutory Authority: ROW31.12.426(1), 31.12.516(2), 43.320.040. 01-10-
084, § 208-460-100, filed 5/1/01, effective 6/1/01.]

WAC 208-460-110 How do | classify nmenber business |oans so as to
reserve for potential |osses? Nondelinquent menber business |oans nmay be
classified based on factors such as the adequacy of analysis and supporting
docunentation. You nust classify potential |oss |oans as either substandard,
doubtful, or loss. The criteria for deternmning the classification of |oans
are:

(1) Substandard. A substandard |oan is inadequately protected by the
current sound worth and paying capacity of the obligor or of the collatera
pl edged, if any. The loan nust have a well-defined weakness or weaknesses
that jeopardize the liquidation of the debt. It is characterized by the
di stinct possibility that the credit union will sustain sone loss if the
deficiency is not corrected. Loss potential, while existing in the aggregate
amount of substandard | oans, does not have to exist in individual |oans
cl assified substandard;

(2) Doubtful. A loan classified doubtful has all the weaknesses
i nherent in one classified substandard, with the added characteristic that
t he weaknesses make collection or liquidation in full, on the basis of

currently existing facts, conditions, and val ues, highly questionable and
i nprobabl e. The possibility of loss is extrenmely high, but because of
certain inportant and reasonably specific pending factors which nay work to
t he advant age and strengthening of the loan, its classification as an
estimated |l oss is deferred until its nore exact status may be determ ned.
Pendi ng factors include: Proposed nerger, acquisition, or liquidation
actions; capital injection; perfecting liens on collateral; and refinancing
pl ans; and

(3) Loss. A loan classified | oss is considered uncollectible and of
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such little value that its continuance as a |loan is not warranted. This
classification does not necessarily nean that the | oan has absolutely no
recovery or salvage value, but rather, it is not practical or desirable to
defer witing off this basically worthless asset even though partial recovery
may occur in the future.

[Statutory Authority: RCW31.12.426(1), 31.12.516(2), 43.320.040. 01-10-
084, § 208-460-110, filed 5/1/01, effective 6/1/01.]

WAC 208-460-120 How nmuch nust | reserve for potential |osses? The
foll owi ng schedul e sets the m ni num anbunt you nust reserve for classified
menber busi ness | oans:

Classification | Amount Required

Substandard 10% of outstanding balance unless
other factors (for example, history of
such loans at the credit union) indicate
agreater or lesser amount is

appropriate.
Doubtful 50% of the outstanding balance.
Loss 100% of the outstanding balance.

[Statutory Authority: RCW31.12.426(1), 31.12.516(2), 43.320.040. 01-10-
084, § 208-460-120, filed 5/1/01, effective 6/1/01.]

WAC 208-460-130 What is the aggregate nenmber business loan |imt? The
aggregate limt on the amount of a credit union's nenber business loans is
the | esser of:

(1) One and three quarters tinmes the credit union's net worth; or

(2) Twel ve and one quarter percent of the credit union's total assets.

[Statutory Authority: RCW31.12.426(1), 31.12.516(2), 43.320.040. 01-10-
084, § 208-460-130, filed 5/1/01, effective 6/1/01.]

WAC 208-460-140 Are there any exceptions to the aggregate MBL |imt?
(1) Credit unions that neet any one of the following four criteria qualify
for an exception fromthe aggregate nmenber business loan linit in WAC 208-
460- 130:

(a) Credit unions that have a | owincome designation

(b) Credit unions that participate in the Community Devel oprent
Fi nancial Institutions program

(c) Credit unions that are chartered for the purpose of maki ng nmenber
busi ness | oans, as supported by docunentary evi dence, such as the credit
union's charter, bylaws, business plan, field of nembership, board m nutes
and | oan portfolio; and

(d) Credit unions that have a recent history of primarily maki ng nenber
busi ness | oans, established by the fact that the outstanding bal ance of
menber busi ness | oans conpri ses:

(i) At least twenty-five percent of the outstandi ng bal ance of the
credit union's |oans; or
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(ii) The largest portion of the outstanding bal ance of the credit
uni on' s | oans.

Such facts must be evidenced in an NCUA call report or any equival ent
docunent ati on, such as financial statenents, for a period within two years
before the date of application. For exanple, a credit union qualifies for
t he exception under (d)(ii) of this subsection if, based on the outstanding
bal ance of a credit union's loans, the credit union's |oan portfolio is
conpri sed of twenty-three percent menber business |oans, twenty-two percent
first nortgage | oans, twenty-two percent new autompbile | oans, twenty percent
credit card loans, and thirteen percent total other real estate |oans.

(2) Unless the director gives his or her prior consent, a credit union
granted an exception fromthe aggregate MBL |imt nmay not nmake MBL in excess
of the greater of:

(a) Twel ve and one quarter percent of the credit union's total assets;
or

(b) Three tinmes the credit union's net worth.

[Statutory Authority: ROW31.12.426(1), 31.12.516(2), 43.320.040. 01-10-
084, § 208-460-140, filed 5/1/01, effective 6/1/01.]

WAC 208-460-150 How do | obtain an exception? (1) The exception under
WAC 208-460-140 (1)(a) and (b) is effective upon witten notice to the
director of such designation or participation.

(2) To obtain an exception under WAC 208-460-140 (1)(c) or (d), a
credit union nust submt its request to the director. An exception is not
effective until it is approved by the director. The exception request mnust
i ncl ude docunmentation denmonstrating that the credit union nmeets the criteria
for one of the exceptions. The exception does not expire unless revoked for
saf ety and soundness reasons by the director

(3) The director will pronptly notify Region VI of the NCUA of his or
her deci sion on the request.

[Statutory Authority: ROW31.12.426(1), 31.12.516(2), 43.320.040. 01-10-
084, § 208-460-150, filed 5/1/01, effective 6/1/01.]

WAC 208-460-160 What are the recordkeeping requirements? You nust
separately identify menber business |oans in your records and in the
aggregate on your financial reports.

[Statutory Authority: RCW31.12.426(1), 31.12.516(2), 43.320.040. 01-10-
084, § 208-460-160, filed 5/1/01, effective 6/1/01.]

WAC 208-460-170 Definitions. For purposes of this chapter, the
followi ng definitions apply:

(1) The "anount" of a MBL incl udes:

(a) Any unfunded commitnent to nake the | oan

(b) The outstandi ng bal ance of the |oan; and

(c¢) Any undi sbursed proceeds of the |oan

(2) A person is "associated" with another if they have a shared
owner ship, investnent, or other pecuniary interest in a business or
conmer ci al endeavor.

(3) A "business purpose" |oan neans a | oan where the borrower intends
to use the proceeds for any of the purposes listed in WAC 208-460-010(1).

(4) "Devel opnent or construction loan" is a financing arrangenent for
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acquiring real property or rights to real property, including |and or
structures, with the intent to develop or inprove it for

(a) Residential housing for sale;

(b) I'ncome property;

(c) Commercial use

(d) Industrial use; or

(e) Simlar uses.

(3) "Imediate family menber"” is a spouse or other family menber Iiving
in the same househol d.

(4) "Loan-to-value ratio" or "LTV ratio" is derived by dividing:

(a) The amount of all nenber business |oans by the credit union and
| oans by other |enders secured by an itemof collateral, by

(b) The market value of the item of collateral

(5) "Menber business | oan" or "MBL" is defined in WAC 208-460-010.

(6) "NCUA" neans the National Credit Union Adm nistration

(7) "Net worth" is retained earnings as defined under Cenerally
Accepted Accounting Principles. Retained earnings normally includes
undi vi ded earni ngs, regul ar reserves and any ot her appropriations designated
by management or regulatory authorities. Net worth does not include the
al | owance for |oan and | ease | osses.

[Statutory Authority: RCW31.12.426(1), 31.12.516(2), 43.320.040. 01-10-
084, § 208-460-170, filed 5/1/01, effective 6/1/01.]

WAC (9/19/01 1:17 PM [ 9 ]



